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In accordance with the Commission ndes governing ex pane presentations, please
be advised that today, Don Kiernan, Dan Hubbard, and Stephen Melnikoff
representing Southwestem Bell met with Commissioner Susan Ness and her
legal advisor, James Casserly, to discuss Southwestem Bell's position regarding the
LEC price cap review. In a separate meeting, the same individuals met with
Commissioner Rachelle Chong and her legal advisor, Richard Wekh, regarding
the above referenced docket. SWBT presented information regarding access
competition in the Houston market area, and information regarding the influence
of regulation on investment incentives.
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Southwestern Bell Position
LEC Price Cap Review

o Price Cap Plan Has Worked as Intended

LECs' Investments Have Increased

Prices Have Declined 13% (27% in Real Terms)

$7.5 Billion in Benefits Have Flowed to Access Customers

Price Cap LECs Have Become More Efficient

The Commission Should Not Now Confiscate the Benefits

o Need to Continue Progress That Changes Regulation Consistent with
Changes in the Market

o Need Plan that Allows the Market to Create Incentives for Investment
in Regulated Business

Eliminate Sharing
SWBT Investment has Increased 24% •• from 53.7% of Cash
Flow to 61.2%

o Need Plan that is Rational Based on Competitive Environment and
Adaptive Where There is Less Competition

Competition Growing Dramatically
Customers Benefit from True Competition

o Need Plan That is Simple
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'Hill cleariv increase for the teleohone industr"l in :he
years ahead. the cOt:'lpetitive threats faeng ~.e tele­
phone ind.ustry are likely to rem.ain below average
when compared to mO$t industrial companie$. As a
reult the r;.naneal ~rion:nance of the telephone in·
dum:' .....iil not have to be as high as the £i:na.nciai per­
formance of most industrial companies in orde!' to
:naintain a given creci.it ran."\g. We believe th:it rev­
enues fram neoN servic:e5. cost-altting iniriatiVe!i. and
underlying il',dustry volume growth will allow the
te!e?hone compar.ie:l to continue to~ode;.t!.Y im­
:=rove financial per:ormance over e long-tenn.
Those comoanies that re::lain committed to maintain­
in~ credit ~ua.lirv shouid be able to do so. even in an" ..
inc=easingiy competItive environment.

However, we also note that less th3n l~o of the
compa."1.ies in our indl.lStrial universe are rated '.~-'

or higher, in contrast. approximately 60% of the com­
?wes in OW' tel.emmmunicl.tioIU unive~ are r.lted
.A..~.' or higher. As the regulatory in~ti.ve~ r:-.ain·
~in st:'Cng ~uity ratl05 disappean in a fully com~­
:iVlt ~vironmem. U".e ·Nill.ingness or the te!KctnmU­
niCltiOns companies to maimain CUl"'I'ent strong levels
of fi."\3r.cai pericrmance will become an ir.ceasmgly
imponam cedit rJ.tl:".g raCer.

~~' Octobe!' 1994

C:-:!CAGO
NE\'I YORK
!...::~jQCN

Telecommunications Firms J Financial Performance
Continues to Approach the Level of Industrials

I
I,

Competitive Risk Analysis:
Telecommunications

as Industrials

Comperitive P~l;res are ~pid.ly l.rla'easing
withIn the looi e'Cc~anp teL,"?Mne ltlduscry.
As business risk g!ows, the fi.rwtc:::.a1 pc:c!'­

mance oi the :ndusay wtil have to ~tre:1¢-=in crCe:'
to maint:1in C1!dit qualit-,.

This n!OOrt looks at ::'e level of fin.ar1c::.al pedcr­
c:'.aI\ce required to :nain:zl."\ a given level. of Cl!Cit
l1ualirl in ruBv comP€tltve industries. 3I'ld. !:tu!rt COI:l.­

pares 'that to the eu~erlt :'...-.anciai oerroIr.'...aIX: of :he
t~iecomr:'tuniononsinCI.:S~. BeCause or th,j lltrong
financial ceriormance of ti-.e telephone indU3try in~
(ent yearS. :he medial'l C'e-Jit prOtection ::-.eSSUI'e5 of
the teie;Jhone comparoes have grown :...c::asin~y

doser to the :r.edi6U'\ e:ea:: protection me:a.sures gen­
er:sted bv smulariv r<lIQC industriai comoa.~.

We then comp~re the :'!!;lQVe levelso{~~
be!w~n the teie~hone ,ncustr.... and ::z o:her indus­
tr.e!i. Weco this bV an Ul-.:ie::th 'analvsis of ':l'.evoia::.l·
it:l oi earrun~ ;mcl =n ::0"';' for th~~ inC'.J:Stric:; ove,
the pasr iili~n years.

We abo anaivze ~b.e ~evel. of com:=-e~::ivlt threatS
trot the te~epho~e :"'''\dusC"': wiil face ii-t tl'.e future ~- I

:iwrurt~ a fully <:ompeor:~'e environm~:. and COr:l,- i

pare~ to :he [\lve! or C~::1pe!it:ive th.--e:!ts faced by
:ypical indusmai comcar.:~. Althoug±1 'cT 05:"



Dutf & ~" C,.dit Ratl". <:4. aP

! ti0l15 Of ail mdes rm:rmCltl .'1l this r!!"::On.

:::<'! till: sidebar '1:"io~L')' This r~oid
streI1grheningoi Milnciai ;.erionr~.ce
(Leo. lowenng of finilnc:ll risk) has
heloed oifset the inc-eases in competi­
tive threats and resulted :''''l stable~it
ouillicv rrends.
• The critical auesnon :hat we will

address in this~n: is: To what ex:e...-"r
dces the quanti~tive n.n.a."'lcial peTior­
ma.nce of the LECs hJv~ to imPTQve
further to maintain credit cualltv·in the
fa.ce of continuing increases in Compe­
tition and business risk? It is one of tr.e
fundamental tenets of C'!ciit analysis
that higher business risk must be offset
b~ lower rinanciai risk ifcedit ql.:a1ity
is to ~ maintaine<.:l, That is why a steei
company Te<luires much hig."er quan­
titative periormunce to =nllinCi."\ a
given credit T:lC-:.nc: th~ a utility com­
pilI'ly does. The steei com;:,any's ea:n­
ings and cash flow are far ~orevolatile
than are those of utilit... comoan:~
Tnereiore, the steel comcanv ~uiIes
a greater financial cusr..ion to mainc.ain
<:I given cred.itratinS1;. Table i shows ::-.e
ilpplication or this oWC::ial in orac-"..ce.

, In general., the finanC:ll' pencr­
manc:e of the industrial companies in a

C:-:F~nditures :
• revenue ?i!owt.": fr:::m nev.r ser­

vices;
• alternati....e reguiator;. plans tNt

hilve provided inanci.ves ror agg:-es­
,;ive cost cue:o.ng by 3ilowin~ the LECs

, to keep some or the ~!itsof reciue--d
~~penses;

• the ability to shift C3oito1i SPe."1d­
ing from conv'ersion to digital cent:'ai
office swite.l.t~ and irnDie::::.entation of
Signaling System Sev~ opwilities to
the construction of fibe.-intensive,
broadband ne:worXs without C::lI.l5ing
a sizable increase in capital spending
levels.

As a result of thee Strengths. w~
.lrgued in our Augtm 1993 report that
the LECs would be able :0 imorove
:heir quantitative fin.mc:.al ~~or­
mance enouHn to offset e~pec:ed in­
..::reases in busme5S risk. re5ultbg in
~table credit aualitv in :r.e near-tenn.
nlis ha:; certabJv~tl~.eri in the past
y~ar. and we expee:' t.o"ese ~a;; to
continue over the next ~:er:11 '1ears.
As can be~ in Tabl~ L :,".e fi.~.al
~rformance of the t2!ecormnunlo­
hons industry has imp:cved signiii­
c:mtiy in the past five years. (~or d~ni-

Financial Performance in a Competitive Arena
\
I

L
:l.S com~ntive Oarr:ers h.we come

down. inves~ors have bt!-::ome mc:-eas­
mglY c('\ncemea about the impact of
<:umc~tlCion on the ce::it aualitv of t..":e
~ocJi exchange tele?hon~ co~pani~
(LECs). The fear is thar competition
tram the long distance carriers. com­
~t'ln\'eacc:es provideT"j (CAPs). c:;lbie
IV compilnies and wireiess comoanies
wiH result In revenue losses. 'lower
pront margins. deterlorution in Mlln­
Ciill pcriormancc und lower credit
,lualit'/.
. Busin~ rIsk is dearly increasing

within the industrl. ~ric.et shares are
~Iowly. and In some CilSe5 rapidly. re­
treating from the 100% leveL However.
,\~ ""\c' Jrl;\1ea in our Au~t 1993 in­
du~trv rc::lOrr. "C:~it Trtmds in il

Clmpemi\'e E."lviron.'T.l:mt:· we be­
lieve the LEG have a number or c:om­
~riri\'e strengths ~at should allow for
m.-Jintenance of cedit quality d~ptre

Increasing busin~..s risk. These factors
include:

• the ability to continually drive
ope:-arin!l> costs' lower; .

• stron~ intemili c;lsh funding tJ"lat
Jllow~ tor IT'..ZIintenance or conservatlve
c:lpitai ~truc:rures <.ie::oire heavy c:;l:;l:al

Definitions of Key Temts

E3ITDAIlnte:et co =Net ~~gs befo~ inte:'!=t.
taxes. depreci:1tion and amort:zz.tioo divided by gross in­
terest expoe.91Se.

EBrT'DA~ (%} = Net earnings before in~,
ta:o:e5. dcpreciaricn and amor-.i:tioo di-lided bytctal rev­
enues.

EBlTDAlTotal ClpitaJ 1%)::: Nete.artirlg:lbeicrein~
est. taxes. depredation and amortization divided bv the
sum or tet:1ll~ng-tenn and shor't'-!'erm debt. ?le:ezeci eq­
uitv, and c:cmmcn equity.

E3ITDAlrotal Debt (~~l a Net~ before i:nu!r­
est. taxes. depree.at:ion and amcrti:z:3.tion divided by~.
long-term debt and short-term debt.

FixedC~ Cove!3g'e (X) -; N~~ be£ae tn­
te:-es1 and tll..',(e5 plus the esti.t:rulte:i ir.terest ccznponent of
off balana! sheet fixed obiigatic."'1.S divided- by~in~

est~ oms the 1!:Sti.mai2d int1!:r2St ccmpanent of off
~~ fixed. obliga.ticIu. .

?:'e:zx !ntle:n=!t'Cov~CO .. Net eamin;S before i..'l­
te."e!t and bltI:I divi.Ced by gI'C:lS tnte..'"e5t~

Our indu:so:ial. analysts,have typially foc~ tr.m 5­
n.ar..cia.irisit.maiY3isaniixedchargecoverages.~oppcseri

to p:e=x inte:et ctlV'e:lge; which is more ccmmcn1y useri
in w:ility. analysis.

A fi::(e;i &.mge~ aciju:s13 the pretax in:erestcov·
e..~ :Or fue impact of oii baJ.ac.c:e sheet items S'~as op­
er.mr.g leases. Duff 4z: Ph. Credit Rating Co. iUS'DI'e"­

that:he.inZest componmtof operating leases is equaL:::,,'
C%'.e--thirci oiaMUalopc:aiing!easee.~{or~12"':'
~}:. BeculSe l:t'l=e off bal.m~ .5heet itm:l:S',~

~ed to be mirtima1 withintbe telecommurci<::uiCDS.:n­
cIustry, we ha'W! hi.s1miciliy fcctz:;ed on the pre:tX iD:te:e!t:'
cove:age.Jn our anaiysi:s.. ./. _.

WIthinthe~i:ndustrv,however,off~.
~±::ems3ochas~:~<Wi~tiug~1
1esecDligationscmhaVeasignfficmtirnpac::cn,~, 0,1
au:Liitvof anel.ectticuti1iiv;'Themiore. our~,~
d:::::rb ims alwap fcc:nNrlmom ~U5ted pmniut#!6C .

I c:rre:"3se.~the-~ a 5."ted cha:rge wverage:.. [
Fctcompa:rative~~ to t:heindt:.~-Ne" .,

'-h<l-,.o.e c:Uc.iliued theEx2d~tX7Ve!ag"!for ail oi.l!"'i.';"~· ,
o::m:mmict:icns c:o:o:z::o:m:ie~vefcilcw fu.T~~~ I
have ,also-~~. ~..E3J:ED'..&inbeestCC\l.....-~":-;:l___ • I

E::l11 D.""_ to Tool Debtby'~CJ.tegtJry. ~·~7·:·:r.. i
".~=.~~.,% 'j
- .., .. ..:;..-
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Median Levels of Financial Performance by Rating Category
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FIKed C/IaI{}8 Coverage

..
Haling Calegory ElJlm.<tllnlUlesl

E81Tn.4lrolili Debt 'V

. (0!1~IP!~ ~i~~l .. 19£1-1 /992 1991 /990 1989 l!J9.1 /992 /99/ 1990 1989 1993 1992 199/ 1990 19//9 :s•
-----_ .. .---- .- -_.~. __ ._--- ---~---

-_._---_.---------- .._----- ------- ------ - ------- ------------------ -- --- --- - --- i

AAA
16

l'aisconull (7) 125 109 9.5 100 9.9 64 59 48 51 5\ 97.2 649 83.2 839 860 0..•
ImJuslrials (2) 515 340 238 25.\ 300 17.7 \4 \ 11.2 128 15.0 2250 2250 2000 163.0 2250 II;;.

AAf
]I
&I

l' f:llec;omm (8) 11.3 10.5 96 94 89 58 4.8 4.3 4 "
4.1 78..1 739 706 74B 735

..
;j'

Indllstrials (3) 123 , 1,3 99 66 lUI 64 6.3 57 5.4 72 1000 1111 1000 1111 1fio 7 ..
0

AA
~

Tulocomm (7) \03 89 R 4 H~ 8.2 5, I 4:4 4.3 43 4.3 735 724 68.6 72.2 722

Induslfials (5) 140 121 125 10.0 103 72 6.0-- 6.9 6.4 66 \11.1 1000 125,0 90 !) 1111

AA·
f ulOf.OlIlm. (5) 96 8./ \} 1 85 01 46 42 45 47 42 71.3 766 712 75.4 74 7

Induslrial,; (3) Ill.? 12 ri 112 209 14.0 66 4.8 6.1 5.3 4.2 142.9 909 768 5000 2500

At
rdtlWllllfl (II) U I 7 5 fill 72 15 J 7 4 1 3.5 3.6 34 649 61 7 ~iI!l 5n4 646

tndu:>lrlab (lb) 00 7 ? 57 64 82 49 34 3U 3/ 4~ 69.7 556 563 6fi7 .,14

A
TCleCOlI\1ll (5) 76 7 'I 6.4 67 62 36 33 2.8 32 26 58.7 586 55.5 55.6 549

IlIdlJ~llIill5 ( 17) 73 75 66 50 45 4 "
3.9 37 38 35 556 583 588 625 6!lO

A·
Telocofl)m. (2) 62 ~A SO 56 1.0 21 2.4 24 2.8 33 47.3 46 (I 426 461 553

ImJusllluls (12) 50 " 6
5.1 45 52 24 26 2.6 25 30 477 43.6 420 500 526

BBB ..
l'illflGOrJIlll (I) 6.2 59 53 50 52 21l 2.3 2.2 2.0 23 567 550 516 4016 457

IllrJlJ!.l/ials (111) 51 46 39 4 1 50 2.H 24 2.2 26 26 47.7 477 400 426 526 -t

SBB
1

l "IOCOlnlll (1) ~~ 52 U 5 ~) 'l.1 2.1 2.1 Ul 2.6 1.6 40.8 359 30 9 367 :129 IIl\dll~lml15 (\ :1) 3 Il -I I 1·\ .J.l :u 2] ~~ .., UI ~~ 2 2 I 3115 ·Uh 2!l.4 44.5 526

111111-
lcieconull (2) 6 I 3.:.1 2.5 24 ., '} :1-1 19 14 13 1.1 36.1 JOll 2U,2 22 a :!I!} J

" ..
Illduslrlllis (16) 3.1 211 23 2.6 3.2 1.1 15 13 15 1.6 27.9 263 2:J 9 233 339 a

(t,tlil. C()mlltl~lal (;"lwl"III'":': [lull 4 I'hulps ClUdil lla1iuo CII ___J 1
--. ---- -------- --_._- -



::5!Ve!'\ !"at".r:g CJ.~egor,/ IS higher than :he I

iiJ".a:lC".J.i pericr.nance of the teie-::om­
r:-:Ul"lIC:ltlOns COmoames.

',""hat lS intt!reSM~ to note i.:; thOle t.'ie
r:-:~dan auantltaave measure-s of oro­
t!!~r:on tor th~ :clecommunic3dons
,'cmpame5 are ir. many cases already
very :"lear. or even above. the !e'lels re­
quired :or sirmiariy rated industrial
LCmoanll~S. Fur exampl~. the 1993 me­
uian' EBITDA intereSt coverage ~oo
.me EBITDA to Tott11 Debt mao for the
',;' r:lteC telecommunications comea­
m~ arl! higher tn~n the median ranos
tor me 'A' rilted industriaL:; (i.6X vs.
1.3X and 59":. vs. 56%, r~~veiv).
There are numerous other examples
wnere the telecommunications
quantitatives are near or above the
,jWJnnt:1t1ve:l or the similarly rated in-
oJ usrr..li comoanies. .

lnvestors c"n dr:1w several other
conclusiON tram Table 1. The diiferen·
tiJI b.!twe-m the ratio:! of simiiarlv
rated indwtriai and teiecommuni~­
t10l'\.5 companies has narrowed in the
?asr iive years be<ause of the solid ft·
I1.lncicl performance ot the telecom­
murucations inc:ustty during that nme.
w~ have not upgraded many telecom­
mut'icarions companies desp1te the
Incustry's strong financial penoI'- I

mance because the business risk .....ithi...
the indusa-:; was aLso rising.

It is also noteworthv that the "'at!. 0 •

be!'w~!'l the imJncial periOtmanc~ oi

~r.e :-....0 ~rot:~ ur CI..'C'lpaniei is wicer I
:r. :~e hig±",eI' :-:tinll; '::ltegorit!:l. [n the
.638' r:::ting::;tegory, ttu: median 1993
fi.r1:.ndai ~:':()rTC'..ar:ce or' the telecom­
::nmicatior.s comc=.nies ',\1:15. without
~.~c!?tion. st!ong~!' than the median
1993 finar.C3i De:':crmance of the in­
d~trials. s:; rr.~a.s\.:..'"eci by the three :'3­

::0:> shown :..'"'. Taale 1..
'Nh.at ::::-is dic.~tomy suggests is

tr.a.r the h-.::d!e to maintain a 'A.:....· or
..:...•.l.A' rati.'"'.g In a ccmpetirive industry
LS quite hig..", .~ the competitive
th.--eat5 wlt.;".in the ::el.ecommunicanons
:r.ciustry continue ~o ~late. compa­
nies rated. .A.~' and'AAA' will holve to
continue to modestly improve ther fl.­
;-..ancia.l ~ort%\anc:e to maintain their
C".:..--:-ent raci."'!.2S. However. the telecom­
murUC3tions·com~a.n.i.tlS that are rared
i.., t~ '86B' C3t2gcry have ai.ready e:c­
;;-erienceci a dr:m'Ulric inc:rease in the
·!oialili:" or ,heir O~r:1tions.

It is' iI::'\POrrar.t to note that the
~lIlcleci ~e-::orr.rm:niC:ltionscompa­
:-:ies'rateC 'S66' ~ ~mall (there areoclv
fourcomca.'i.ies stlreaa across the ttu-ee
?daric~i. Two companies (Sprint
Corp. ar.c lOB Commur.ications) gen­
erate a la.? ?Onion or t."teir oper3t:i.r.g
c~sh flow ::om :.:".e fully competitive
~Qng ci.is;:u-,ce business; the other t"NO

~Ci:'!ntei ar:d Teie;:-hone and Data 5)'s­
:ems) have mace sigmncant invest­
:-:1ents :""1 :i".e n::3e:veJY" more volatile
cellular :"-:dust:-:/.

Cur ratings cur-endy reflect the
higher busine:;s risk of :he long dis­
~<lnce and ceiluLu ~ciusme5. The re­
:luJts or these companies already com­
p:l%'e quite well with the kind of aver­
ag~ financ.-s! periorTIl:l1lce that is re­
quired for llt\ industrial company to be
rated within the 'B8B' category. Tn~
'B8B' rated telecommur.iQtions com­
parnes do not~ to generate increas­
ingly srronge1" financial periorIIUU'lCe to
mainbin their current ratings. Any
conrt."lued improvement In quantita.
hves will likely result in upgr02des.

We beiieve the median f~i
per.onnance of the telecommunica­
tions companies in the 'BBS' categorJ
also hish!ights our concern about the
credit rating5 of the cabie TV compa­
nies. Among the cable rv compa.nie;,
onlv TCI and Time Warner carrv in­
I!~-tment~de ratl.."l~. Yet the Einar!­
ciai periormance of TG and Time
Wamer as measured bv the three rarics
shown in Table 1 is well below the me­
dian Mandai pe:fonnar.ce Of me 'BBB'
rated teiecommunic:rions and indus­
trial cocnpani~. Ali the two industries
beg"_"l to compete direc-Jy. the level of
bl.lSir.ess nsk faC2ci bv cable TV comtla·
nies and telecomm~<:3tionscom~a­
rues will b«ome increasingiy simiia:.
As a :-esu1t. the financ.al perionn~ce
or ~.e cable TV industry is going :0

Mve to improve if c:edit l'ilong:s are :0

be rnaintatr.ee.

11 Business Risk in a Competitive Arena
To what ex:e."lt is furthe!' financ~J

perionn.aro:e imorovement reauired ~o

ma.r.n~<:lin the ~edit auaiicv' of the
l'ullher-rateci teleconunu:ructions com·
p.uues in the face or inceasmg com~­
tition? To answer that. we need to ex­
plore :he differences in business risk
'::<tt'....een the teiecorrununiotions com­
P<lIU~ and the aVEr.tge indusmai com­
~jJnv.

. Tn!? level ot busl1\eSS risk is e::~n­
:i.illv a subjective judgment that :.ncor­
pori3r~ eami."lg~ and cash How volaril·
\1;:, e<:onorruc C:lcliolity, the !eve~ or
:Jrice com.:-eririon within an industrY,
bame~ to·may. the market position ~i
e:IC.,~ com-;llIW, :he l".um~ror corocen­
tors. the ~v~se promability at the ~­
C:usrry·. g!owti1 pote..,cial and nwnl:!%'"
c\.:S othe :acol":l. The work of Mic.:uei
;'crter. iln acmowieciged expert on
~cmpe':Jtiye St7:ltegJ.e:l. is u..«efui ~-.

t"'1"-:~;,ri~" ~~~ ~u5ili~s :1::;k or dJifey-·

t!:'.t indus::"'.es. Po:-:er has d~.bed the
::ve ba:!ic :;:::m~ncive forces as (1) Ease
oi Erltrl a.r:.d E.xit (2) Rivalry Berwetm
Exisri.nz Comoeti!:Ors, (3)' Pressure
:-:-OIn 5~'ostitut~ ?:-oducs. (4) Bargain-

I Lng Power oiBuye~and (5) Bargair.ing
Power of Supoliers.

Using ?oit~'s five ior"l:e! as a gen­
~ra.i g'.ll2.e. we can cor:-.pare the cam­
=etirive -;¢Jiticn of the telecommt.:nic:;.
~0Il5 ce~.~anies ·.vith s~l prodw:ers.
Hisror.c.:!uy, one factor was of over-
·....he1xI'.i:-,g iInp<Jr-ance when as...~ing

the com;=i?ritive :13.t"..:.."'e or the telecorn­
:nuniC1::'::ns ~:iust:"::: government
?Ouc-/ os :I b~e:r ':0 encrv. As a remit
0i ~:e :~.llatcrv manci~ee that are­
vente-:i c·omoe'.:.t:cn and t=erlt".::w.v
gua:rar.%ed ~e ~"lciusC'y recovery or its
ooer-It:."":::!; e~.se:; (ir.C:uditlg a I'e't'.='I.

.::If;uu:: .::n ai::';3i :.r:....estment). the asn
~low v<'lia:illtv 3........a t.'1ere!'ore bus1.:"Ie"-s
:-i..sk of::-.e lroi ':''l(ch.a:':~t;'~eie?hcnt? i.., ...

dl.:Stty was quite low.
But let's look at the telecommur:ic3­

::ions l!1dustIy assuming there are :10
r~tory restrictions on competition.
Even in a fully com~titive te!e<:om­
munications environment, the barrier.!
to entry will remain quite high. The
GlOttal investment reauired to enter
:r.e loc3J exchange It'..arket is huge as
are the ;:x)te.'ltiai economies of sc;ue.
LECs tcciav have the uitL.-l:lte in sec".lre

dist:r'ibutic'n channels - they own the
distribution c....anne.l (the local 1000).
Competitors an build a sim.iW di"ci­
butioIt channel (Qble TV md wire~e:ls

ne:work:s), but oniy ae hi~ cost. The
industry is insulated from com::etition
from un:=orts. You an't build a loci
te.!.~ncnenetwork with cheao l.1bor in
A.5~ and ship it :0 a high-ccSt Jrel L..,
:''':e United. Statt!:!. Brar.d ldentifica:ion
is very hi~". alt."'tcu£,.f1 potential COm­
:;~tors s~ch.1s ...T&T ~c' 'fa "'''e~ .• .v "" .I.~"
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M~:a 0.19
Pacer 0.20
Hcmeouild.JFumishing 0.21
Ccrr.ct.nsr SysiSc::'Nare O.2~

Ccrr.m./Cffa Ecuio~ 'J.Z5
At..:tcSlTrucxs 0.37
MetalS ·:· ..i2

I(lCU~;V

Fv~leev8rage

C:c:r:;ng
Re!aJi
~nsumer

DiveC'Sllled InClUsrnals
6ee::-.c :.Jtility
Hear.tI Care
S,;r\lICeS

E:ectr'.cat Equipment
C~F' COlTlOOSlte
Tr31lSOOrtalion
Aerosoac!!Oefense
ChemtC31

NalUlc.l Gas
i E!ec:::mmunicaocns
Oil
Mac:-.t~erl

A

0.11
0.13
0.16
0.17
0.22
0.22
A~?,"
0.24
O~a:.=
C'26
0.28
0.29

0.09
C. i 1

ccntinuai tMa::s :ram substit"llte prod­
uC'..s sum 35 aiU."Tlinum <md piast1c.

.-\n :mpor.:l."1t negative com~titi...e
issue is the srror.g bargaining power oi
:Mc autmr.:r:';e companies. the ~est
buyer or sreoe: :;IrcauctS. St~l is a large
pJr. 01 :he ccsc of their ?roauet (al­
thcu~h this :s beo.::oming less rruel ar".d
~o they are ex.=eme!y mot1vaeea to ~t
the best pr!ce possible. l:ldustry
growth is SiClW and the depe.'1dence on
the auro anc construc:io'n industries
leads :0 high e':onomic cydic1lity. Tnis
Jnaiysis sugg~ts tNlt the Com?!titive
threats and bwiness risk within the
s~i industry ilrl:! well above a"e~age.

Althou!/;h busin~ risk analvsis
employs a' re!.ativeiy high level of Sub­
jective judg:-::enc. some oi the ml1jor
business risk. fac:ors C:ln be auantified.

At :IS mosr ::l1sic level. b~iness r.sl<
,lnaly~is <ltt~,?ts 10 unde!'Scmd the
\'olatilitv ur eamiIlgs and c;lsh r10w or
il com01lnV ()r ~'('t i.l1d~!r-t. Tne!erore.
we h~ve' ur.cemKen an extensive
:maivsis of the '/oiartlitv of diiferent in­
dustries U:;U1~ :;evera'l key statistical
measur~.

Tabll! 2 ~:I~i()res the historicai vola-

PretBx Interest
Coverage

Caetfic:errrir:cusuv

.=00CI8everage

Jiversllteo tncustnats

::e<.:tnC UUlrty
C:othltlg
:.,ec::-.c::li Equipment

iietali
C:-temJC2.i
O&P Composile
Scl'\llC!S

TeJec:::mmUnlC3tons
MaClinerv
Cul'\Sl.lmer P!'C<1t;C..:s
~eaitl1 Care
"'~a..'Ural Gas

::- ,-- ... ~

Iransocrtaoon 128
AercscacaiOefe!'l~e O,Z9
Comculer SysjSo1tware 0.:;6

I ~acQr 0.36
C:;rr.1TuCffica E~uio. J,~

Cil 0.43
Media Q.4A

~cmeOuildjFumlsrung 0.~9

~.1e!als 0.79
;'utOSITrucKS 0.33

Cal:'; ~mcus:a[

J.20

0.25
J23
J2S
G3S
O,~

'J:S
0.33
0.:8

0.22

,.. --,J.JO

). ~9
0.19
020

).22

0.2:2

, • '1
lj, I .....

,J. ~ 5
J.17

0.08
J. ~ 0
,) i',

Fixea C.':ar;e
C.1veraqe

C.=emc:errr

Coeffic:ent of Variation
1979-1993

ur Lioin~ ~u$:""i..~s, l~=lYJng cr.3t C'Js­
~umers hav~ j:-::~ !t!\'er::-;c. in .lciciition.
t~!ecum!':'n.ll";:c;.::cr.s S~r',ciing oy can­
~umers :s a ~m:l! :.:'l~~~cm oi tot::li
h\JUSlo!oold "x=l:1ncin.,;:-cs. V"/e ~!ievl:!
mos[ C()['l.$U:":':C:-S '''lew :e:ecornmuruca­
:tons servlC~ .lS a ban~a:..."l re:.:lO\·e :0 the
v<llue lldcieci m che:r ,=t;,:;"l"leS~or t.,'1eir
~rsonzi lives.
, The ccnc:~ion ::-..:It on O~ drawn
from rhlS "'~J.i·"S1S ~ tr.J[ eV~l1 :n a fullv
(omoetinvc ~l1·o'lrcnment. the LEG
.lr~ likely en ::lce a ~iow aver3ge level
(It compe!ltI\·~ Cnre3t:5.

Lt:t's ccn~s[ thJt .....,th rhe steel in­
dustry. Although L'1e 5t~i industry
.i. 'l;':; hil\' ...• l.::r~e caoitai barriers and
l.. rj.::t! ..-cl)n,)mi~5 m ~3Je. bremo identi­
tit:.1tion i:; low as <Ire switching COSts.

(The ~ro..... ri1 nt mil"'.:miils hels proven
lh.-:c th!.' c~clt.:1i b<lrr1t!f:; to CIHry in this
l'\I~inC5S .1r~ ;,\t\t <:l::i iUl.1;h JS they once
\ \ \,,'ft:.'.)

..\Jdilior:.~jj\·, ~tl.""~ j:; a commOOity
i th41t c:n Dc ;nu\'ICle:: ~~.. ilny number oi

((lmo:lnics ;~rcu~n i.'~n distribution

":hJ~nd:'i. T'.~:'e ~~e :;:~rge number of I
,llmOOtItOl"S ::1 :ne tr.Clustrv. with no_
llne ·d()I1"lIn~:-.: cOI1"l'Pa..~y. St~l faces I

fnausrr:

FQOC/e&wllage
Oiversmea lndusmais
Eiecmc 'J~Hty

Clothing
Retaii

Eiec'J1c:ll Eouipmenl
SeNlCSS

Te:e'"-=mmuTllC3IlC:1S

O&P C8mooSIte
Cliem:c:ll
AercscacetOetense
CcnSL;mer PrcaUC:$
HeaJeh Care
Mac:'\lner.
Natural ',;as
I ranSCCrlaucn
Paoer
Cumm.Cffica E::UIO.

CJmcl,;:er Sys.'S<::ttware
M~ta

Oil

Hcmeowid./FumtSmng

~.letals

Au los/i,-,;c:<s

,~

.... 11

2.506

~, 59

3.3.3

1.93
'99
2.2B
2.31
2.29
2.:5

GSO
072
078
':l.S 1

0a2.
0.84
o.n
1 1i

:9
~ .:5

EEfTVA
Coeffic:anr

fnau.stry
(samo~ SIZe)

.'-lea/ttl Cafe' :Oi

=OOO/8everac;e 123,
'..teata (171
C:ocrmg \1 ~ i
::::ec:nc Utili~, (2~1

TeiQc..."!T1rT1. i ~ ~ 1
s"MCes (18 \
Rew (38}
E:ectric31 E-::;:o. 116\

,l,QIlJSC.JDerertSe (121
O&P CAmCCSlte' (01061

G.:;nsu:ner c~::o. (Z7i
7ranscorta!:c~ 1161
HomeouitcL'F~mlsn. (~3)

C:-temd (19)

'~luml Gas :15)
Civernaiiea :r.c. (21 \

......utCSlTn.'Cxs 13)
CvmrrlJCff'iCe e::u:o, I tal
=:mer (171
~.iacljnerv ;z·)

C.:rncut2r S....S.SO:t. (21)

MetiIlS (191

Oil (ZS)

--I
I

,trCrl3 ol':lncs or theIr \Jwn.
S""tchU1g C:SIS are hi~h. To use a

CUrl",PI!:",llve JC=~s orUVlct!f as J local
caITte:,. the ~:",.c·use: C",••H'!~ntiv i:) rc­
'lu~~ :0 ch,mze ilis Dhonl! :'l\.l~r.
, In the fun.:;e. nu~~r :'llr'tabiiitv

',\'d JHc)w J '~::s:orner to choose a~­
(lther incOlI C.1r~ler ..... lthout cnOln~ing

hisiht:r phone :'\umcer. Tnis wIll si!?i­
mril<'.ndv IOW'=T SWltChlm; cuSts.

nw ,;~\mbtn;:t1(Jn or all the factors
m~r.tlunl-J ,lC>O\"': !"'JUS us :Il CClnclude
th:t :here wlil n:milln J limited nurn­
~r or <:omocmUi:'. n1e LEe". bv rheir
~I:lt!. will r~'mJ1r1 thl' most ~1~n'ifi':lOt
tnn:\: In lh\,' I,,, .1i o.:~ch:1n:l;t! !;IllSlI1t.......... ill i

thl.' .,.1ml' m,m"l'r t!1::t AT.l:T b rh\,'
mils: ~t~niti..:,~I~: lorn' In tr1l' jpn~ Ji:-­
t.1nC\! indu~tn·.

The b,lr~.lH~Jn~ pov..·~!" pr bUYl·~

'\.'tl~JnI.~"'·~ .1n,i ';lm~umersJ ,11"" :ill~- ,
~'.~t:> rcliltl\'\,'i\- in", (llmp1.'ntl\·C rorc(."S. '

\,,) \lnL' (lI~r()ml'r 11.1'; Sl~nt:lC,1nC bJr- ,
;o;JIl1l!1l/; ;:"ol\\"l'~ '.l\·\'r Cht,: U::C~ L, ...,(.:lll~
\·irn.lJlIy ~\ L'rv bUSll1"':'>~ ,-.nd :111n1L' hil:;
.1 phone.

:n only '1 tit"" busmt.'S~ (~uch i1:;

tc:em:lrketjn~: :s the cns[ 01 :c!~om­

mUo'ucarion:; :~rvlce J si!/;!"iric.1nt co:;[



t

hi~ht.:r \'Ilintilih th::n the luc=.i e;-:­

(hi1n~t: mJustry. But once agilin. the
irnpott;,\nt P011\t IS ~hJt the higi'let :is\<
Fortion or ~he te!e-:ommu.mocons L.,,\.
dust:: (~he l('n~ distance industrYI
durin~ the l'\Igh~r r.:;k penod of the
past fifteen vear.; l i 9&; to 1993) still ex­
nibited bci~w J\'cra5e volatility wh~
compared to th~ ~:Iploi industriai
(omo,mv.

We ~iie'/l! the ions distance indus­
try otfers a useiul ccm?arison for tud.g­
:ng the pOtential voi.lrility of the LEes
in ::l more com~lCive environment.
The two industrres have m<ln}' link­
a~.

The :lCCt'$S reVl!nues of the LEes at\'
nothing more than paymentS by th~·

long distance comoanies for the use (If

the'LEes' networks for the origination
tlnd terminaoon oi long distance ells.
n\erefore.lon!/; Oisl:.nce minutes oru~

;5enerareci by ~h~

(usromers or thc
:ong di.:ltanee em';-
ers are diredv cor­
related ~o ri>:e ac·
c~s minuteS of u~
provided by the
LEu.

Additionally,
the long distance

.camparultS are the

.natu.nll com~!I­

to~ for int:4L~v..
toU cails :10W that
com~t!rion is ai­
:ow~ in this ous,·

! ne5S in nearlv e\;~rv state. Tnereiore.
the voiatilitv at the int:aL~TA toil
business of :.he LECs should be similar
:0 ~e voian! itv or t.."e intr.1sta te to:l g;
di5tance b1.lSin~s u! the long distaro.:~
earners.

Of course. W~ el;cea ~he local set­
\-;ce piece of the LECs revenue st:'e3rn
wiil remai.'1. sub1ect to oniy l11i."1ir:',ai
comFetition in tile nen rerm. As a :-e­
c;ult. we t:...pe<:t t.".ac :roe LEC lr.custry
wiU e:dUbit !ess. volarJity:"'1 t."te r~xt :0
years than the leng distance i..'1ch:.s~;..
h<lS in the oast 10 Ve3r.i. Yet as can ~
5e'!n :n "iahies 1 ;~d 3. :he :ong d~­
tanee :.ndustr:1 h.a~ e:rJUblted r:".ore S:<l­

bility i..'1 the Fas: :0 yeatS :'''\an ~",e ;l,vcr·
a~ industrial corr:;any.

:\.lthoug."J. no cn~ .:an ~tiJr.ate ;:-e=­
iecrlv how vol:ln!e the ear:un~ ana
.:a.sh· flow oi the :e!ecar.t...nu:1i~.::lriC:'l.5
U1CUStr:' will ~om.e 11\ a ::"lore co:n-

, oetiriv<! environmem. our suciec-:;·.-e
I ~nalysis ~~:.he.c:m~t:ve iorces :3oc­

U1~ the It.\.... !"'~c~tr",. me. cc: cOr:"':=ar:­
~c;.. oi the L~C u:c~rr:" to tr'.e lur,g 6-

Coefficients 01 Variation

-
nopeiy in to<:::lI exc:-..m~ Opel"<1Clons trI

:n05t 01 the :":niteC States and a near
monooolv :n iong cii:;tar.ce....\.Ite!' ll;l$-t
AT&T's long dis~.ce fra.'chise began
~o erode ril?tcily. :r.e loc;;i e:-:chang!!
compames begar. to suiier growing
c:omperitive losses. ar:d ce~lularopera­
tions ~-me a :::cwing (and more
vomtUe) piece ci ;r.e CJ.5h· :low stream
of the indus~·.

r\s excec:ed. Tabie :; tiemonstrate5
J drama'tic ~ne:eJse :r, voiillilitv be­
hvee.." these t".vo ~l:ie<is. Yet nowith­
Sl:lI1oi..'1g ::-,e Sl g;-iiica.m inc-:ea..o:.e in
volatility '/e:-sus pre-l9&;. wr,en Com­
pared ..... ith L."\c.'.l5c:ai cllrnpames. the
oost-l984 :eie-:;otr'_":'lu:uonons incus­
trl hilS re~.al.l·\ed one 0: tr.e 1e;lSt vold­
Hie indus:::-:es.

TI) bre3i< tillS down i:!':en furth~t.

Tabie3 aisvlooi<.s at"i":e voiatility ci the
fully com~mive ion~ distance !.r.dus­
trY since : 984 ar:c. :.":.e :.nc:-e:uingiv
(Cmopetitl·.-e ~OC:H ~xc..:....c..'"::<;~ t.ndus·;~·
since 19H4.

T::e loy'.\.: -;:.st.:.r.C~ U":C~:7"" exi-\icJlts- .

"uoerm.:trKets :i:'.C re-=t<lur:lr".t e:'.Jins.
\vtlich t~nd :0 or~r :nc v(,.i,;:r:iity e:-t·
hlcited bv s~aitv :<?':::lliers.

From "Tab:e ::. :'\'~ ~an ~ thut the
telecammun;c::lcr.s CQmp.1n1es :,ave
I::-:perier:ced ;cwer \'o,anli::: than the
.1Verage industrlai -:ampany. Of
course. the ~eiecornrn:.:nicnon.sindus­
try was hellvii: reg'..li.a~curi..,.~much
vr the past 15 :e~rs. w hieh concr.buted
:0 its rei'Hive 5Qbiiirv. '..-.I't-.•u we ,eallv
need to lOOK a t is the 'voi<ltility in an i~­
creasingly cnrnoer:::ve environment.
To get 5(lme idl:!a or the i:1cre~ in
volatility th:lt occur.ee as a fesult of thl!
breaKUp oi A7 &.7 i." 1984.w~ il..'Ol<.ed at
our teJt!COml':1U:lU:::lcons univ~ pre­
1984 anC pOSt-1984. Tne results arc
shown U'I TnbJr 3.

Prior to 1984. ~hl! Ben comp<1ni~

were :lli!l P~rt or AT&:T. wnic:.l; was a
hl!avily reg'.liated eomp<l:1v with a mo-

~
I

% C'lar'ot;il Fixed C."'.olfga PreTax In!. EEITDAI

ill E31T'OA c..."er4 Cvvera9'! i otal. Coo.

I
Te!eccrn: pre.1Sl84 0.57 O.ca 0.08 0.02
Teleccm: posl-1984 0.45 0.18 020 0.07
Long tmtanee: pcst.l9(l.4 0.Bi' O.2S 0.30 O.~

I LCOlExd1ange:~H984 o.n O.~O 0.12 0.05

I The Iooq azsl,ul....e 1,Il'W4ISS con:sm.s or AT.3.T. .'.ICi anc S~l. The local excnange !JfII\'err..e

I ~ ot Ameried1. Be!I Atlantic:. :fiSouttJ. GT:. NYNEX. PaC1ic TeJasis.. Soutnw~llm
I ellU and U S WEST. The teiecommu:-JCallers l:nlVel!e :s me ccmomsocn ot me :<x:3J ex·

I
, c."~ ana ttle longd~U'IM!~.

Data:~ C~QalS; M .1 ?t:ea C,1lC1 Nll:"Iq ca.

uiity ~.,i'ubitd bY different industrles.
Th~ m~tnccioio~yrha~ we used in com­
Filing Tabid is de!oC!'ibed more fully in
~i'~lldi:r " un ;:luge 9.

In Table 2. we have fllnked indus­
tri~ by tM coefficientS or' variation
\)"cr ,he past 15 yea~ for tOur key r.:l­

til,)S. Those industries with higher C~!­
ficiem~ have exceriencerl JTlore volarii­
ity. As eXFected. the results provide
support for the type oi intuitive risk
.1sse:;sments that we ~ulOlrlymake in
our nttm~ jud~ents.

;-.iot surprillingly. the auto and met­
.11:l industries e;i(hibit the highe:lt volll­
tility. The fexxi and heaith ere indus­
~rie t'xnibit the least volatilirv.

It is inte~ting to nott! thot the toed.
h~lllth care and dothil'l~ industries
~~nerallv ~xhibited le-:...s volatility th:m
the e!t!Cmc u~ility and teiecomm~mc:.­
lIons inaUStriell durin~ the past 15
\·~ar.;.

&!l.l\j1; :-egulated
monopoiies has not
tClt<1i1y l:!liminated
businee...s risk. In
fact. Wt! would ;u­
gUt! that thl:! regul<l­
to~ were the cause
of som!! of the ob­
~n·ed \·olatilitv.
porncularly when
you cunsioQr the
Impact of the eolos­
SCll reg'.1lol.tory
b;:lttles undertaken

',-
bv the ~~~trlc util-
ity maustx-:, as it tried to recover ItS

massive investment U'I nuclear (and ~

some coaO power plants in the 1970s
and 1980s.

lnrlation :lnd re~i.'Hory lag also
.:ause some volatility '" the utility in­
dustrv comoared "";ith the relati'veiv
inelaStlC de~and for food and health
care:. wnere higher costS are passe-:::
along :0 consumers as they are trI­

curree.
The~ w~re some results that

proved 50mewnat surprising. For ex­
ample. the vol.1tilit"! of the c!othinl?; and
rt:taii :r1dusmes was less than ex·
peae-::.

By fur:her examining the underly­
ing dam. we noticed that a.lthou.gh t....e
finanoai perio~ance ot the cornoa­
nies th.::1t made up these ~wo industr:e5
appeared quite yomtile. the comb:"'1ed
industry data was much 1~5 so. In
other word5. when one re~:l1iltr ccs~ ,
.1 ooor ';e:lr. this te..""Icieci to be ofrs.et ov
the $tr~ng :-esu.lrs ot ,mother ~I!e~.
OUf :er:.ii '.mive~ also ~~COr:1F~~
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tfJO Dult & PI\..... Creelil R.ut"" Co.

:.111CI.: tr',Ull:>lr: k410 us:o (."()l1dudt: thot.
,:lthllulln tnL" tl\I:<1I1~":'~ ;:sk in thc LEe
:nJu:;tr\" i:- clcnrly Jncr(!::SlI1~ th~ !e'J(~i

,\1 oll:>mt>S-,\ risk i:; Iikcl V ttl remain ~.

!(IW i\\'\'rilj?,£ when c;lmc"rcd with
mO::lt rncusr:-:c:<;.

nIl! SI,1hlc ~mwth in volumes, r~la­

tlve lac.:k of ",'n\nomic c','l:licalitv, hi!!:-.
prt,iit m::l(~n:<an..i hl\;h baT'T':e~ to ~~­
try <)11 5u~~e~t ;'l m\ldl'St bu~in~--::; risk
pmriic. Therernn.... we do :"lot ~!ieve

tj'l,U the LEe:; will hJVC ttl :.!;eneratc fi­
nancial ~riorman"e!:Quivak'l1t to :hC'
p'-'riorrn·.:1nc~ nf the Jv~ra~e ImiustriJi
wmpany tll achi"\'L' the SZlme !';1tirl~. tn '
<ltnN ",'on.:ls, tel tnninoin J 'AA' rotmg,
',vL' do nllt bl>lil,'vc th.1t the typical LEe
Nil! h.:l\'~ to <1chi('w .1 fixl!d cn..l/,>ecov­
L'r.Jv;e !~\'el tlt 7.2liml.'5 or an EBIID/\,'
r\11:l1 D\:bt nllitl \)( 111 ":. (tlw mcdiZln
1"191, 10.:\'\:1:< tnr ./\,\' ~;;tcd industrlZllsl.

:\lthL'\I~h modest ftIrth~'r ~tTl:l1gth­

"'nin~ 111 <.luantit;'\ti\,'~, :"rotccrion m~3­

~ur~s \\'11\ be rcqllir:..j to hold credit
'jUil!Jt:' Jt curnmt 14,.·cls J~ business
,isk C<lntinu~ t~1 L·S(':liJt~. w~ do not
~!i~\'c thZlt thl: LEe" hZlV~ It, fuilv
do~ the ~ap Zlnd ITIJtch industr.~i

cump.my qllUntJtntl\"'~ to rTh.lintnH'\ J

~lVen r:Hin:-r;.
In our vi~w, the bl~~e5t threat to the

:;tabilitv or the LEes c~h flow wouid
~ if m~ri<.~t ~Nre I~o;e; uceur in suc~
J rupid hlshion thZlt cr.st cutting and
,eve'nues from new ~l"iccs a;e not
:ble ~o immt:di<lteiv dk.<'t the n~-':3t:.'IC

impact 0; the mZlrket ~;'are !()S~.
Compentlve prc:>surcs wiil not al­

ways impact comp<ll\lt,::; ~n a st:lolc Jne
?redic::ble fashion. There are likely :0

bt' V\?nrs wn~ m:rkct ~hJrc iosses JnG
pr.c~ <:1Jtrin~ wii! il:'SU it m lrMcr credit
prutt>-:::ion me3sun~S. T."I~ compZlmes
that ~\:nt:rotcc:mr:.I\,;cd imp:-oveme!1ts
in :inanciill rc:suib :1..x!i1Y wiil ~ ~rter

ab:e to wirhst.md :lJ'W ncar-te!:il pres­
sure that develops as a resuit at in­
creased eom~tlrion. With :I hl~her :1­
nanc:lli <:ush\on. i\ modest shc~-tt!rm
Jt!l:iine in ouanritntivc aecit orotec·
hon measu~es wtll not Jutom~tlcaily
result in iI duwn~r:de. Impurt.:muy,
we ':leiie'/~ the LSC5 can continue to
~tnmg!hen their fu'l.mc:ai p~riormance
\,1VE'r the lonlli term. Given 5uifictent
time It) implemenr currently piaMed
initillrive:l. I:O$t-cuttin~, n...\'enu~ from
n€W ~rvices, Jnd underlyin~volume
growth should <)Ilnw the LEe:; to offset
<:ompetirive mnrk('! snJre losses and
price <:'..lts.

Slowly I~):;ing m,lrket sh:lre in a
"rowin<7'm:lrkct' ;,\l~d n~lt :.tw:lVS lead" ~. .
to ul!!eriL)rotion "r t:arnings ~nd creait
quality. t\T&T i:- ,) :;000 exampie of
this or.nciole, ~tw~n 19M.md 19'73,
Af&T's ~.1rkC!t share in the long dis­
tance industry druppc<J from more
than 90% t'l It:!~~ than b()% and prices
f~lI drOlrnaticallv.

Yet, AT&T's lon~ distance :ervice
revenUe5 still grew ::t:: el;lmpcund an·
nUlll pace or 1'l~. Its grnSs margin on
10n5 distance ~ervices more than
Jouoled, from 57'.11 billion in 1984 to
515. j billion in 1993, a compound aver­
a\?e Jnt1ual growth r<:re of 7.:::;'.
AT&T's cash flow ii-..:nds from 0~r3­

ticn exciudil1l'; chZlnges tn worku",g
c:::.cit;)1 and before <iivic'::'Id~.mdca!=t-

tnl expenditures) gre',"I an average ')i
::H"'~ annuaily (from 54.9 :'Iilion :0
510.1 biilionl. and i:s EP5 g~owth rat~

was 10.5% (from ::,.25 t; :3.08, JC­
justed to exclude one·time items).

n1e overall ~o...... th of rhe long dis­
tance industry allowed AT&:T to grow
revenues in e'lf!rV '/e:lr, even while dra­
mariolly losing '~ari<e~ share and c~r­
ti.n~ prices. Its strong earnings 3row~~

was achieved rhrou~~ aggree..sive cost­
c..-utt'_"g cHartS.

During that 5arne tIme penod,
AT&T's pretax interest covcmge (~~­

eluding its financi.al ~rvlCes opera­
tions which are aporoprinte!v le-/er­
aged :It much higher' l~v'els) grew !Tom
J.OX in 1984 to 12.9X in 1993. l~ debt
ratio (also excluding (inanc::!l services)
dropped from 39% to 28~~1.

The decline in the debr r::rio is even
more dramatic when vou consider that
AT&T has taken ore-'tax write-orfs to­
t.:llin!/; roughly sio billion during ',he
same!O-year period. Th~ :eC~cticn in
the debt fOleiC was achieved despite
these wnt~fis. '

The dr:1matic i..:norovemer:t in
AT&T's earnings, osh flow, ;:nd creeit
protecnon measur~ c;;ring (he ld,t 10
years is not the perror:-n:mce ot a com­
pany that has struggled to survive :.n
an increasingly compe!irive environ­
ment_ This is the story of a company
that ha:s thrived following itS release
irom the r~.li<ltory :~tr:enons and
cuitural lethargy of a lOi}-:ve.3f-old mcr
no~ly. And ir has thr. .... ed desplte!:0"3­
ing 3{) percentage points r.f mari<t!t
~h.1re~" ~ lo-vear ~nod.

t_r r Commitment to Credit Quality
Our bigg~t concern lor the LEes

rema~ th;)t some manogement5 ""tIl
Jecid~ to capitaii4~ theIr compZlol':S
with more iever;;i.;e tQilowml; the
~vennlOli eiiminiltlon of ~ate 01 re~..:.:7',

r~1J 13rion.
Rate of recum ov~r::l~ht fiive~ "il

·..ltiiities an tncentl'.'~ to m:lintai., a~

much e''::Ulty in thL'ir CCltlH,,1 ~truG".lr~

"s the re~uj\.ltQr:; will allow. l3ecaL:.:X
regularll~ hJve i1!Juwl..'l.i many LEes to

~ar.l tr.~ ni!1;r.er ~l.lehorued t:~uitv r~­

tums m"l eoUltv b:lbnc~ or UD to &'~

oi tot:li capit3( many LfCs h~ve qui:e
:o~Co1iiv czpiralizO;!'':' their compar.:es
with a :hick comconcnt of eouiC\l
Th~ :;;trcJn1li caol(;:Ji st"'o.lc~r~ hJ','';:

;~d ;0 ~r.e l"r~I:.' numb~:- \.~r' ·A.~' ar.d
. -\."'~';" ~;1tec L:::C~.

[n a fuilv comoeno\'e r:1arker. r::ee
leve:s (i,e.. priC-""S) '.vill not bt! set based
l..lcon he·.v much e<Jwtv is in the cacitli
::itt...lc.."t:.:re..o\sa result. ~'€'Jreccncemed
thot some lEC5 wiiJ rethmk their capl­
tnt srr..let".lre goals and deCIde t;,at t:te

. ..:osts of J 'AAA' JrC s;reat~r thnn the
b:ne."its of J ' :\AA·. lr, 'uther ',vores, the
lower cost of debt :.h.H re~t.:.lts from"
..\..\A' doe:; nOt oifset the ~3r.1ingS di­
lu::(m c:auso:d :;,V havlne 5u<..:'\ a high
€Qui:-: :-::lrio.

. T:\is is .:=;t;ec:.lilv m:e ~V~rl that t."l~
ga? betwet!:"l U:C i1nar.c:ai pt!rior­
IT1..il".ce ar:d industriai comoany fil1Oln­
ciai C't!~ormJnc<: is ~reatest Ole :he !'I12:h­
~t ~atL"'Ig levds. rr, othe~ woros, ::1C
(l,,"S: ni J '.\.\.-\' :~ ~~:,Hivelv hishcr 0, oJ

:c:t':';eririve ~n\·tr0r'.m~~,~

We believe it is not JUSt a coinc­
dence that roughly one--thi~d oi ~M

teiecommunu::ations comoanies in our
univer:;earc mted '..:"AA' or .~.A+·. but
less than 5~'Q of the '.ndusmai Comea­
rues in our umver.:t! 3r(' ~atcd '.;AA; or
'A.A"".

Nonethe!ess, even with :!':e ado?",
han of aitemative ,egu:.ltlon :n r:-.any
states, we believe the pote!'l~al for 51?;­

ninc.:mt cnang~ in c:lclt:ll SO"'.lC7..:.:e
within the maustr:: :emains a longer­
term threat.

Earned returr.s ar~ quite hign
tr.rougnuut the i.nc;.:stry; t!':ereiore. :.~e

LEG are extreme! .... W:irl or !ower,ng
the amount or e<:l~lr\' i~ ihelr C:lOiia~i
~tr"..lG"J.r~, T\,) do ~~ ':'m "mi:-' tr.cr'eaS<?
,iire::lcv 5tron~ <':.::l~eC ~C~"::7'.s ar.c ;''1-
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\'Ite the increased. sC'..;n..·w or reguia­
tors.

Additionally. a:tho~::;b the average
L£C subsidiary ran.."1g u; 'A.""', the 3V­

~ral?;e ratin~or the ;:-arent comoarues c;

'A', If the subsidil1n~ .....ere to incr"east!
It:vera9;e. :he parem comoarue; ',\louid
have to de!ever<1t;l: iu:;~ to m<1lnrall",
cheir C'..lmmr rati."l~S,

Fi1lallv, we e.xcect ;:J! companie;
........iIl evenruallv follow tl'le !~ad or U 5
WES7 and ~I\ Atlilnuc ;lnc adoot
faster ceoreciaoie liv~. T"is wlil C;:lus.e
r~orte'.:£ dQot ratios to lumo to levels
t~t better reiiect tcxiav's ec;nomlc re­
ality. &ocaU$e ot this. ~me comoanies
may prove re!uc..::mt to push debt r~­

tios even higher. A...... a resuit. ruther
thiln ~ing drarrumc chanl!:~s in capi­
t<ll struc~ures. we ex~t :h~t J;W

d1.1nt;eS will be ~\'\lIUeIOnilr;, .
I,Ve .:rr~ mor!.' (,\lOCt!r!1(:C in >';':!!1tc'r:ll

,lboU! the cn:dic ..11,,;:liit,,' 01 tht! p,lrel1t

l.Y Conclusions
• Comoeticiul'l h.::.:; ll'\crt:;\~ dr:l­

rn<1ricZlllv i~ the LEe indu::tr'l ,Inti wiil
..::onrinu~ r~1 do:;o, The LEC~' tinnnc16l1
per[O!T:'1:mce wiil h.we tll Cllnnm.l~ t\l

im!Jru\'~ mod~~tlv to llil~t hi~ner

b\lSm~s risk if ~rcUi[ fJrln.;s Jre to ce
mamc;anl.'ti, par-;:c.Ji.:r(v 111 th~ 'AA'
.:r:d '.-\AA c;:4tel..,'Qrv, H(1\~'~" '{'r, ::-'t'CJU:ie

,'r the :;r:cm: iir.:.~ci~j O\.'~!llrm~ncc: (lr
the L:::Cs if' rCC~:'lt '/t'~rs, :h~' mcdi41n I

(r~lt prLlt~Ction :ne;lsur~ III th~ LEG
oy rann~~"tc~or\' n~vc~rl'wn tncre3s­
it',~:, cio~r :0 tnt:! :'l1l'<liar: credicoro- ,
tecnon measur~ ~encratet1 'ov siml-

.;umoanit::; t~.l." w,? are oi ~.eir subsici­
lar:~, w+! c,":-.~_"lue to ~ nu.-ne!ous
lr:vesrrr.~nt OOlXJmuutl~ L",at wii! out
;:;re<.sure on :~.~ C::lp I tal. S~..lC''':!es o':"the
oarent comcanie:; uniess tt-,~ :t\vesr­
~entS are r..:"anced in ;:,an •.... ieh '<!quity.

Opcortl;.--.;ties for ll'l\l'~cmems i.n
iocai'c~cNr.~e, caate r/, .mQ wireless
::rOle<:::s are !Lx.eiv co aooW'lc, d0m~ri­
~:;ll!, :md inrem'<ltionally. ~~ding
un me cost ;,i spe-:-:rum :.."\ the 3uc~ion

.:mi the si:l:~ of the pcpulatlon, or
.. ,,'CCS. '. th'H e.l!c.'1. comoanv or oarc:ner­
~hio inrencis to bid fo~. ~:sc~<li com­
!'Tlu:..-uC:ltlON $@IVICes IreS) cnuid ellS­

ilv reouite investments 01 5i-2 billion.
P;'Oll:~mL""'~ iIw~cme!'\t:; wOuld ..1:30
lik~iv prt!Ss1.::e parent company credit­
,,'orthiness.

Howe\'.:r. it is lmpor:::nt to n:iet:ratt:
th:lc thr('lu:-::~ prudem mJruH~~ml:.'nror
rhc balo1!1ce sh~!. cumpJr.le::; (ommir­
:l..J to :;mm~:!L'Clit \lu~iit\' ',1'lI1 li~Jv

lC\riy rnted :ncu!ltrinl companies.
• Althou~h business risk WIll be

ni~er in ~~~ furure, the bu:!int!Ss risk
t.:lci.r\j; the [,,=:C:; is lik~ly co remain be­
ll)"'" 3\'erlll!'a when comoarec! ~o m~t

Industrial 'Comoani':!~..~s a result. the
financiai c-e:"i(1~nce of me LEes wiil
:IUC :"ave ':a be as hl!?-" as the financi:li
f'errormatlce or most !,nc:l5t:':ai com­
p:mie5 i.n order :u mai.r.tai.n 0: ~wen

(reait ~:::':''2:'

• Tnrou\!..'1 rl!venu~ frcrn new ::€r·
Vices. cos:-:um."'\~ initiatIVes, ':11",0 un­
-':~riYl!\g ~custr;! volume ~owrh. WI!

About the Author

bt! able to maintam creait cualitv.
A good ~;Qm?ie ~ the "';ay that Li S

WEST oifset the ris~ ~ared with
its uwescrnenc \!\ Tirr.e WZimer E.-1ter­
tairunent. Althou~;, Time Warner has
oJ 51)?I1o.ificzlnt deot load. tJ S WESi com­
Fle~ J siZAlble et1uJry nffeMg and ex­
Ited iTom cr,e hil!.her ~k financ.al ser­
vice; bUSin~5~' to orcer to mainmt.'1
its credit qU<liity toi1owing the Time
Warner investment. C 5 WE...,q·sacqui·
sition at the Atlant<l cable 'TV proper­
ties also W,JS comoiereci with a siz.<lbie
portion Of ~Ulty In Qrdl:!~ to preserve
credit qU41iity,

U S WEST \'illwS the cable TV in­
dustrv JS onl! of its jl;reatest competi­
tive threats. Mo::;t c:lble TV comp~nit:S
are rated non-Ul\'l!::itme!1t ?;rnde. Th~re­
fore. US WEST~~ ics cn!dit stre!1~th
.1J' oJ <:ompet1tl~'t.' <It::\'Jmage and has in­
dicJted .1 Jc.::iIl1: tIl maim'lln or im­
r'ro\'~ \~ r<lnn~5 In :nt: future,

believt! the LEe:: Cil:1 continue to moe­
<,.'stlv imoro\'e financial oeriormance,
The'reiore. we con~_.,ue to expect gl!':':­
I!r:1Hy stacie rJnn~ ~ends for the LEes
over J two to four ve<:\r nme frame.

• We belie':e' there is reiativeiy
more downside potencial in the r;J rings
of the "arenr companies and of t.'1.cse
LEes currentl,: ~:::reci 'AA+' and
,AA.·:,:, Those tN.it c~oose to mamtJi.",
cre-.::tic ranngs ,Mouid bt! able :0 do :;..0,

~ware o( thoS<! :r..::lt Zlre nor fuil::
commlrted to :1".ainm:,l'1in!1; c~ic

quality....
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}\. ~lethodology of Calculating Volatility
We h,1\'e measUre-:1 '/oiJriiitv bv ('::i­

<.:ulari!1g lIe ('oe:ficle:u or v;m~non ror
four separate mc:lSU~~ of finanC1Jl
ocrrormanCI:? '-,ver ~he pa~t 15 vears.
. Tne tour :'l'\eOSur~4~at ......e [~ked Jt
"re the ~rcent chil!1~e tn ='BITDA.
fixed char~e tI\terest COVerJ1i'je, pretax
inte~t cC\l~r<l.ge. ilna S3ITDA to tot:ll
c.JF'ir3l. T..,/? EBITDA and pretax mter­
l."lIt covl:?rllge are two of the mo:;t basic
m~asur~ oi credit Qualitv. As such.
however, tht!v $uife~ from one flaw
rel<l.tive to the' purpose or this stUdy.

Any tnlerest covera~e ('(liculation
c:ln rluctuate as (l r~uit of V:l ri:loilitv in
camin~and c:lsh flow Qr as :l resuit of
ch.ln~es in th~comoan'/sc:loltJI SITUC­
t'1.lrc.ln lltht'r \\'ord~. ir.~t!re-.:t·covera<z;es
n:r1ec: bu:;in t.>SS and flr..:lnC:Oll risk. In an
•.:fiott to i~,)iate bU:lIr.ess nsx, we
looked J.t the pt!rcent c~ge in
EBITDA .:Ind tne EaITDA to toral COlO\-

t:ll ratio. .

Althou~"t EBITDA ~o total debt is a
more traditionili ind:catcr of cred.it
quality, ESr1U.A. to total ca?ical is an
indication oi the casn ~!!tum on tctal
investment, whe!her ti1atilwesrmem is
5u?pHed. by debt holciers Qr sn:lrehold­
~r3. C'1<ln~es In ~his rario. thereiore. do
not re!1e~ volatility caused by chang;e:;
in the capitOlI Str"~tt..lres or the compa­
nies ~!Il~ <l.nJiyzee. 1.11$ allows '.1:; ~o

~tter CQmp.:lre the rl!(.:ltlve ie'/!!! ui
'=usin~, nsk be~...~r. :ndusme.

W~ comolle-;i from Como'.1st3t the
.mnual fi."'~C1aj infcr::-.anon·l1P.e'Ced to
<:Jic:ul;:.te 11e.:..-e iour ,:lees fer aoor':lXI'

matelv 440 cor..oonies over ~.e past 15 the standard cevlanon or a S.:lmoie bv
'lears:We the:1 divided the 4-00 compa- the me.m or the samoie. The ~~ifi-
~ies into 23 ir.ciustries- ciems of var..at:on for .each ranD over

We added. the tndi\':euai company the OJst 15 year:; SQr:ed bv irl.dt.:.strr are
:niormation to der:ve:ll1 ;:.r-~"'u.li indus- wnat is 5rWWTI :.'1 lJoie i. .
:TV EBITDA fip;ure and diVided this by We made ve'".l few adjustmentS to
tccal industrY tncerelt exoe:'lSt! to olc-..I- the r<!w dara oroviced bv ComC'1.:Stat.
la.te our md~trY ::3ITD:.o... :ncere:5t Co\/- In 1988. U.S. 'CAr_? requireci that fl-
t'rage for each year. !t should be notE!'d nanC.<l1 statementS Oeg:in ro cor.saildare
that bv compuirw; ~he dat:l t.n this man- 1M financial servlce:s su~diaries that
net. the ind~trV' romos are ~senti311v p~viouslyhad not~ consoiidated.
the weighted av~!'ageratios or the com- As a result, there was a signiiiont
parries that make up each industry. Al- jump in the data ;n 1988 for the aute
though there are 13 companies in our (eM, Ford, and. Chr:,sler) ande~ectnCll
automotive/ trucking industry, GM. component (CE) industries. Tnis jump
Ford. and Chrvsler dominate the in· introduced arrific~idistortion into the
dustrv toto\ls. . numbers and as a r~ult.l:h.e coefficient

We then c~1c.llated :he coeinc:entol I..lt variations shown in Table 2for these
\ariation for each C1i the IS-year series indust:"ies :-erIe::: only the Years orior to
of mdustrl ratios that we denved. The 1988. '"
standard 'deviation 1:; the basic mea- We oulled from Compustat onlv
sure or volarilitv u!Sed bv stat".sru:;.ans. data ite;s that eXCluded non-recurrin~

However, the standa'rd deviation is or unusuill ite!!l.S. However, we die
:ize-depencient and therefore is not notice that the da=a induded t..~e iIn-
comoarable b€tv.r~n indU5tri~ With pact oi very large non..:ash, non-rect.:.r-
diife~tabsoiu:e levels of EBITDA or r.ng items for AT&T in 1986 and Co-
inte.~tcoverage. lumbia Gas in is-91. We adju::ted the

In other words. if the caJc'.liateC data to correc this error.
pretax inte:e::t coverOlges :or 7'.....0 5e?a- Although there are other ac:just-
'~;::e ind.uscr:es happened to be equaily ments chilt mig-...I have bee1. made ~o

vilriabie, but the :lver.lge levei or cov- the data. ched:ing ;md adjusar.g the
crJge in one industry was 5.0X and in more than 130.CCO datI ite::'.5 tr..Jt
the other it ·....<lS lO.QX. L....e ~ccnd in- made UP ourstucivisbevonci tl-.escoPe
Jusrr: wouid hJve 3 ~tandard dev!a- UI tills study tar.do the 'patience or ~ts
:lon r:vice :.h.e scancarci c.eVlanon oi the .:tutl-.ors·,. W~ were aiter'oreer oi mag-
:'irst irldusrr::. nitude differe:':~ ~rwee'l the i:lcius-

Tne coetiic:e:1t of ':ar::lClOn adjusts I tries. and the data deady su~r::s cur
:or :hIS data d:fferen~i ~y dividir.~ I tnrurttve e~~..aac:\S. +
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Industry Growth Rates
i979·1993

Rev«lue =5rr-;;l.
Inaustrl,sam",. SIze) CAGA'(~) ,:AGFr~i

Oil (291 1.2 ·J.5
MetalS (9) " . 'l.'L."

Diversriied IndUstnalS (21 i 32 .:. :3
Natural Gu I1S1 3.-1 3.e
C.iemiQ! {19} .1.3 ~9

i elecommutllCallOl1S. POSl··84 ill) ol ~ .-
Mac."'\Ir1ety (21) 5.3 3.5
Au~ruexs. cre;OS 031 5.5 8.1
ComOOSlll. ellClUaing ulililiQS (4al 6.2 J.

Ef!C'JIC Uti~ry (24) 6.7 82
~aoer (17) 5.8 j,9

Aer~Oelensa(12) 7.0 -.I ~

Consumer Proc:uc:s 1271 7.8 61
HomebuildingrFurnl$l'llngs \l:;)) 79 6.9
CommunlC3llOt1s:011lca EcuiC. 110) 8.0 ole

E;eclricaJ Et:Uiomenl pre·' as (161 8,.1 8.3
ilan~nauon (161 9.3 9.0
FOCdIae-..erage /231 'l8 11 -;

Mediall?) 10e 11.5
Heaith Care (301 10.1 11.9
Services (lel 10.1 12.3
Comouter Sy3lemstSOtr....llre 121\ 105 ~.~

Fietari '~l 10.6 10.9
C:c:t1mg 1111 '1A

.~ ~I..;....

·c;.GR. ~moouna ir.tlual<;~ rale._---_....

C;psrallflg
!Mc:r:e
CAGR/~;)

.... ,
~2

3.':
2. ~

ol :}

2.':
8.Z
4.6
., ­
'"
2.8
7:
5.':
6.01

V

1101

10. ~

11.8
11.3
·1.3
10.2

r J Supplemental...!J
Comparative
Data

i'lOies 411m2 5 orovlde additiooal Ln­
:lights into the dG:e~~'\ces between me
23 indust:"ies '.:: cu: study and IS oro­
vided or'..mOld': as suoo~mental dab.
Tilble ~ comparn :'"l~ g.,owth rates of
each of the :r.custnes. 8ecJuse the
AT&:T dlvesn:urc draI:'J.t1Qllv
changed ..<:ccunnng prac:lces with~
the industr"l. we have shown the
growth rat~ or the teiecommunio­
tions indust!"'1 oniv since 1984. After
divestiture.o~ of the primary ~lCpe"L"'!
items for AT&T (.:lCCe:lS coscs) lx'C3me
one at the malor :~'1l!nue items fm the
local exchange industry {;lCCCSS rev­
~nues l. resuit:n~ in aouble counting of
revenues reiacr...e to reported financial
state%r.ents pnor to 1984.

Tabie 5 com-cares the lS-vear aver-­
age level of ·:a~.ot.:S ratios by industry.
The st:'ong margms ar.d steady growth
potenri3i or :~e :elecommuniC3tions
industrl are exh.:.oired :,V the d:J,u in
thee..e ta·oies. + .

,.
I

'3. i

22.3

:2.6

. ~.2

28.2
29. :
:C..1

28.0
20.7
"'c: ."',.:.. ........

2'3. :

~9.1~~

~ ~ ..:

==!iDAi
-:-.?laJ CaCI:al

:.:

:./
9.2
~ . .1

5. ~

5.;

5.:'
:i.a

3.0
30
3.5
"\l
~.-

2.8
2.9
3.3

lr:rereSl
Cvverar;~

2.0X
2.4
2.5
2.5
2.7
2..i
2.8
29
3.2
35
3.6
3.7
37
·U
4':

-l :;

':.0

.1 =
5. :
5.2
~.~

6.'"
d.7
9. 1)

Fixea
c..·.a~

(Average

Average Industry Credit Protection Measures
1979 ·1993

~J.:llUtal Gas
aeeo.nc U'~Ii1y

i r.ltlSOOrtaaOl1

Diverstned InCUSlr.31S
Mad'lJr.liltyIDivet Manui.
Retail
M~llalS

Paper
AuIOS/inJ(;lIS IPre;38)
T~m. (Post-34)
Ccmposlle - e)(CI. ulllilJes
Chermc.ats
CcmmunJOffice EC'Jlc.

Serl1ces
Oil

HomeDuIJdlnQlfum:snlngs
Media
Consumer Fro<luc:s
;.,erosoac:atDall!r13e
I=~everages

C:otning
CJmoUler 5ystems:Sonware
E!e<::nc:ll E:::ulcment rPre"&91
,"~asm Care

~_.. :. _ ,..;i2



-+----

COMPETITION IN HOUSTON, TEXAS ACCESS MARKET

Observations:

o Map I: Access revenues are highly concentrated in small geographic
areas. Therefore, relatively small capital deployment can reach the
majority of access customer revenues.

o Map 2: Competitors have built networks in the Houston market area
which cover the "red zone" (most dense area) and make significant
inroads in the "yellow zone" (next most dense).

o Map 3: CAP networks have reached virtually every carrier POP in
the Houston market area.

o Map 4: CAP fiber reaches 95% of the existing DSI and DS3 circuits
in downtown Houston.

Conclusions:

o Access customers in Houston have the ability today to choose among
competing providers. This market area is intensely competitive.

o Competitors price under the umbrella provided by SWBT tariff prices,
and have the ability to negotiate and close deals without the process
delays faced by SWBT.

o In order to effectively compete in a market like Houston, SWBT must
have the same flexibilitles in terms of pricing and process that its
competitors have. Only then will customers experience the full
benefits of competition.
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Southwestern Bell Territory
(Switched and Special Access Revenue)

Acces. Revenue
As of February 1994

• Top 30% of Revenueo Next 30% of Revenue
• Next 26% of Revenue
• Bottom 15% of Revenue
III Non SWBT Territory

MARKETING DEPARTMENT
GENERAL MANAGER-MARKETING SUPPORT



\
MARKETING DEPARTMENT
General Manager-M8I1l:.tlng SUpport
sw_homm....v.wor_m_r.venu.

1

)
Houston Major Market Area

(Switched and Special Access Revenue)

Access Revenue
As of Febru8ry 1994

• Top 30% of Revenu.o Next 30% of R.venu.
• Next 25% of Revenu.
• Bottom 15% of R.venu.



Points-of-Presence (POPS)

CJ AT&T

• Mel

• Sprint
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Competitor Fiber Routes
Downtown Houston

Fiber
- MFS

MARKETING DEPARTMENT
GENERAL MANAGER~ARKE11NGSUPPORT
sw_oI801184.wocm_oIson

_ Phonoscope

- Teleport
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LEe Price Cap Plan
At Implementation (1-1-91)

Each Basket has its own Price Cae Index (Pel) = In'ftation • Produ~ Offset +/- Exogenous.

Audio I VIdeo

PCI +/-5%

I'nterexcilangel .Saskets
PCI+O%

1 ___
PCI +/-50/0

Voica Grade

PCI +/-5%

Special I
PCI+O%

PCI +/-5%

PCI +/-5%

Information

Irraific SensitiveI
PCI +0%

ILocal TransportI
PCI +1-5%

PCI +/-5%

(common Une I
PCI (- Demand

Adjustment) +0%

Subindexes ~ 051 053

Fel +/-5% Fel +/-5%

Productivity Offset 3.3%, with 4.3% option.
50/50 Sharing, with eventual 100% sharing.

Excluded from price caps: spec:ai construction; pac!<et switching; PIC change
charges; air-ground servics; contract offerings in combination with interexchange
carriers for services to the Federal Government.
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LEe Price Cap Plan
as of 2-1-94, with Proposed Changes

Eacn Basket has its own Price Cao Index (PCI) = Inflation - Froduc:ivity Offset ~+ Exogenous.

Database

Wldecand I
Pet +/-6%

I~
IZone 1 l

PCI +5%-10%

I \
IZone 2 i

PCI +5%-10%
I

l

J Zone 3 (

PCI +5%-10%

Audio / VIdea

PC~ +/-0%

PCI+O%

Interccnnedcn
Charge

OSfu-.....-.DS.....3@......1
Pel +/-5% PCI +/-6%

@ IncfLJces Cirec

Trunxec Trans::crr ana- - .....
=:;r;ar.C:: ,-=.C:ltUeS

I~
IZone 1 (

PCI +5% ·10%
I I
I I

IZone 21
PCl +5% -10%

I
I

\

JZene 3l
PCI +5% -10%

IHigh Capadty I
Pel +/-5%I~

~ Zone 1 I
PCI +5%-10%

, I

I I
I i

IZone 2 (

PCI +5%-10%

\

IZone 3 }

PCl +5% -10%

~_T_ru_n_kin_g l IInterexd1angel ~askets
PCI+O% Pel +0%

,
/

I Voice Grade I
PCI +/-5%

/
I

Tancem •

PCI ..;.2% -5%

Traffic
Sensitive

PCI +0%

Operator Services

(proposed)

,Ii""

/

/1/ 11 ....8-~-Ii~-~-d-~ess-am-e ...

PCI +/-0""
/ I

/,
/

/

PCI +/-5%

laco Vert. svc:s.l
PCI +/-5%

/ PCI +/-5%
~_....._-

• Includes Tandem
Switct"ling Charge & 01

Tandem-Sw. Transport Ii:,
.: ,

~
PCI -+-5% -,0%

Cammon Line

PCI (less Demand
Growth Adj.) +0%

Locai Switchin

PCI +/-5"";(,

IInformation

PCI +/-5%

Connection
Charge

Connection Chan;e
Outside of PrIce

CaD Baskets

Shown here a~ those rules ordered and those
proposed by the FCC. The tr:lnsport str..1cture
is char conI.:1ined in CC Docke! ~o. 91-:1.3.
Se'.:ond Report :lnd Orde!". re~e~sed 1-31-901.


